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Cuba's chronic shortage of foreign exchange which has crippled the island's capacity to import
needed production inputs is expected to cut output from the new sugar harvest for the third year
in a row. As a result, the government is struggling to implement new, labor-intensive forms of
production while substituting imports with locally-made inputs. In the short term, such efforts
should ease the drop in sugar yields. But the government's long-term strategy is to diversify
economic activity in order to reduce the island's dependency on sugar exports. A vast effort to
open the economy to foreign investment is underway, including a special emphasis on attracting
investors to the island's booming tourist industry. Officials hope that tourism, the country's fastest
growing sector, will become the second largest foreign exchange earner by the mid-1990's. Income
from Cuba's sugar exports which account for about 80% of the country's foreign exchange earnings
dropped dramatically after 1989, when the government lost its subsidized markets in the former
Soviet Union and Eastern Europe. Until 1989, communist-bloc countries purchased about 85%
of Cuba's annual exports and supplied the island with about 85% of its imports. But by 1992,
Cuba's trade with its former communist partners shriveled to about 7% of the previous value. With
shrinking markets and declining prices for sugar on the open world market, Cuba's purchasing
capacity plunged. The total value of imports fell from US$8.1 billion in 1989 to US$2.2 billion last
year. Imports of petroleum and its derivatives have suffered the most. Last year, Cuba only managed
to purchase about six million MT of oil less than half the annual 13 million MT it imported prior
to 1989 when the island benefitted from lucrative sugar-for-oil barter contracts with the Soviet
Union. Consequently, Cuba now suffers from a chronic energy shortage, forcing the government
to ration oil and electricity. In fact, in early December the government increased electric power
blackouts from four to eight hours per day in all urban areas. It also reduced monthly gasoline
rations for individual consumers from 10 to five gallons. And, in early January, the government
warned motorists that it could not even guarantee the promised five gallons per month, so that
for now, gasoline will be sold "only when supplies are available." The energy crisis has in turn
undermined production, particularly the oil-intensive, annual sugar harvest. Since the mid-1970's,
machines have been used for cutting more than 70% of Cuba's cane crop. Despite conservation
efforts, the 1991/1992 harvest still required about 900,000 MT of oil to keep tractors and sugar mills
running. In addition, a shortage of nearly all imported production inputs such a lubricants, spare
parts, and especially fertilizers has reduced sugar yields even more. Farmers generally use about
800,000 MT of fertilizers per year. But in the present harvest which began in December and should
conclude in late April only 120,000 MT of fertilizers are available. As a result, the government
says this year's harvest will fall to below seven million MT, the third consecutive drop in annual
output since 1989 when output averaged above eight million MT per year. To break the production
decline, the government is developing alternative sources of energy. Some projects are underway
to produce cane-based fuel in the short to medium- term. Many state farms are also attempting
to substitute manure and other substances for imported fertilizers, while replacing pasture grass
for cattle feed. In addition, some 120,000 oxen now do the work of tractors, and officials expect to
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incorporate about 80,000 more in the next few years. Perhaps more important, the government is
devising an array of innovative methods to increase worker productivity. In December, authorities
began promoting a new system of production whereby many of the country's 156 huge sugar estates
will be subdivided into small "cane farms," each run by about 200 permanent workers. According
to spokespersons from the Sugar Ministry's department of labor and wages, by subdividing the
old estates, the individual cane farms will have much more administrative autonomy, which the
ministry hopes will promote greater efficiency and lower production costs. In addition, workers'
salaries on the farms are linked to production results providing an incentive for employees to
increase output. The new system also permits cane farm members greater input when deciding
how to reinvest profits, committing local authorities to consult closely with the cooperatives on
infrastructure development and community works. Officials hope such worker participation in
decisions will also act as an incentive for employees to produce more, since increased profits
would be reinvested in social works in the local communities, such as vacation resorts for workers.
Finally, the new system aims to make the labor force more stable by strengthening worker ties
to the land. "One method is to grant employees plots of land within the farms to eliminate the
nomadic spirit of agricultural workers," said Andres Fernandez, a high-level Sugar Ministry
official. "This relationship to the land and participation in decisions through the workers' inclusion
in the farmers' assembly really creates a new identity among workers, giving them a greater
sense of belonging." Notwithstanding these efforts to reverse the decline in sugar output, the
government's long term economic strategy is to decrease the island's dependency on sugar exports
as the central source of foreign exchange. To diversify production, the government is aggressively
promoting foreign investment in non-traditional export sectors. In a landmark decision in 1991,
the governing Cuban Communist Party (Partido Comunista de Cuba, PCC) agreed to allow foreign
capital to participate in businesses enterprises in association with the state. Last July, the National
Assembly amended the constitution to accommodate the PCC's decision, ushering in a series of
administrative changes in government aimed at promoting foreign investment. Among the most
important changes, the government created a special negotiating group within the State Economic
Collaboration Committee (Comite Estatal de Colaboracion Economica, CECE) to represent and
direct Cuba's participation in all new joint ventures with foreign firms. The negotiating group
in turn created specific committees to oversee mixed business initiatives in each targeted export
sector. In addition, the government created a special consulting association (CONAS) to provide
legal, economic, and technical advice, as well as customs assistance and translation services, for
foreign firms interested in investing in Cuba. According to CONAS president Concepcion Portela,
since the July constitutional amendments, foreign interest in Cuba has surged with more than
430 requests for CONAS assistance by foreign businessmen and organizations last year. Indeed,
according to Cuba's Foreign Commerce Minister, Ricardo Cabrisas, 180 foreign firms have been
admitted as new members of the Cuban Chamber of Commerce, making a total of 276 investors
from 36 different countries with business operations now established on the island. Among other
export activities, foreign businesses are interested in Cuba's biotechnology and pharmaceutical
products, basic industries, construction materials, and to a lesser extent, light industries, according
to CONAS. Cuba's progress in biotechnology has drawn special interest, since the country's
modern Center for Biotechnology and Genetic Engineering have developed a series of advanced
drugs, including vaccines for cerebral meningitis and hepatitis-B, interferon for the treatment of
AIDS and cancer, and a skin growth factor used to help burn victims. According to CECE, sales
of biotechnology products mainly to developing and former communist-bloc countries brought
in more than US$100 million in 1991, surpassing tobacco exports as a source of hard currency.
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Nevertheless, CONAS officials say that at least half of all foreign businesses seeking to invest in
Cuba are interested in tourist ventures, making tourism one of Cuba's fastest growing economic
sectors. Last year, tourism earned a total of US$400 million up from US$250 million in 1990 with
gross operating profits estimated at more than 40%. Government officials now optimistically predict
that by 1995, the tourist industry could bring in some US$1 billion per year making it the second
largest foreign exchange earner after sugar. To attract investors, the government loosened state
controls over tourism allowing foreign firms to own more than 50% of shares in mixed tourist
ventures. In addition, investors can freely hire and fire workers, import supplies duty free, enjoy
tax exemptions during the first ten years of operations, and repatriate all their profits. As a result,
Havana and the island's beaches are now sprinkled with four- and five-star hotels, with investors
especially flocking in from Spain, Chile, Holland, Germany, France, and Great Britain, according
to Abraham Maciques, head of the state-run tourism office Cubanacan (Corporacion de Turismo y
Comercio Internacional). Maciques estimates that by 1995, the number of hotel rooms in Cuba will
have reached 25,000, up from just 9,000 in 1987. In addition, an array of tourist related businesses
are also opening in Cuba. For example, the fast growing chain of fashion stores owned by Italian
businessman Luciano Benetton plans to open at least seven local shops in Cuba in joint ventures
with Cubanacan. The Benetton consortium internationally known for its aggressive, controversial
advertising campaigns runs more than 8,000 fashion stores worldwide plus several dozen factories.
Benetton visited Cuba Jan. 17-19 to inaugurate the first two distribution outlets and to meet with
government officials to discuss additional investments in the country. According to Benetton, his
company's magazine "Colors" produced in six languages and distributed in 50 countries will do
a special report on Cuba in September, to be headed personally by Benetton's top advertising
manager, Oliviero Toscani. Toscani is world famous for his graphic advertisements that depict
social problems and human suffering, accompanied by the slogan: "United colors of Benetton."
According to Benetton, Cuba presents ideal conditions for foreign investors. "In addition to the sun,
it is a friendly, hospitable country, which is obviously great for tourism," he said during his visit,
adding that Cuba would be a "test market" for his company's products in the Caribbean region.
(Sources: Associated Press, 11/24/92; Washington Post, 12/17/92; New York Times, 01/11-13/93;
Agence France-Presse, 12/03/92, 01/08/93, 01/15/93, 01/23/93; Spanish news service EFE, 12/16/92,
12/31/92, 01/06/93, 01/11/93, 01/23/93, 01/24/93, 01/28/93; Radio Havana Cuba, 01/28/93; Inter Press
Service, 12/03/92, 01/14/93, 01/25/93, 01/26/93, 01/29/93; Notimex, 01/04/93, 01/20/93, 02/03/93; Reuter,
12/11/92, 12/17/92, 01/23/93, 02/04/93)
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